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(Release  Nos.  33-5892.  34-14305,  35-20337; 

File  No.  S7-7151 

ACCOUNTING  PRACTICES— OIL  AND 
GAS  PRODUCERS 

Solicitation  of  Comments 

AGENCY;  Securities  and  Exchange 
Commission. 

ACTION:  Request  for  comments  from 
interested  persons. 

SUMMARY:  The  Energy  Policy  and 
Conservation  Act  of  1975,  Pub.  L.  94-163 
(the  “EPCA”),  requires  the  Commission, 
for  purposes  of  developing  a  reliable  en¬ 
ergy  data  base,  to  assure  the  develop¬ 
ment  of  accounting  practices  to.  be  fol¬ 
lowed  by  persons,  including  those  not 
subject  to  the  filing  requirements  of  the 
Federal  securities  laws,  engaged  in  the 
production  of  crude  oil  or  natural  gas 
in  the  United  States.  The  EPCA  au¬ 
thorizes  the  Commission  to  prescribe 
rules  with  respect  to  such  accounting 
practices  or,  alternatively,  under  certain 
circumstances,  to  recognize  or  otherwise 
rely  on  accounting  practices  developed  by 
the  Financial  Accounting  Standards 
Board  (the  “FASB”) .  The  Commission 
has  previously  proposed  for  public  com¬ 
ment  rules  relating  to  financial  account¬ 
ing  measurement  standards  (Release  No. 
33-5861)  and  related  disclosure  stand¬ 
ards  (Release  No.  33-5877) .  Both  of  these 
rulemaking  proposals  embodied  the  fi¬ 
nancial  accounting  and  reporting  stand¬ 
ards  published  in  July,  1977,  by  the  FASB 
in  an  Exposure  Draft  of  a  proposed 
Statement  on  “Financial  Accounting  and 
Reporting  by  Oil  and  Gas  Producing 
Companies.”  As  anticipated  in  the  Com¬ 
mission’s  rulemaking  proposals,  the 
FASB  has  re  ently  finalized  its  standards 
which  were  published  in  Statement  of 
Financial  Accounting  Standards  No.  19. 
As  a  result,  the  Commission  is  soliciting 
further  public  comment  on  whether  the 
Commission  should  rely  on  the  determi¬ 
nations  of  the  FASB  in  its  Statement 
No.  19  as  authorized  by  the  EPCA  and, 
furthermore,  on  whether  the  standards 
in  FASB  Statement  No.  19,  or  some  al¬ 
ternative  accounting  standards,  would  be 
appropriate  for  the  preparation  of  finan¬ 
cial  statements  to  be  included  in  filings 
pursuant  to  the  Federal  securities  laws 
and  in  reports  filed  with  the  Department 
of  Energy  (the  “DOE”)  pursuant  to  the 
EPCA.  Information  relating  to  public 
hearings  on  this  matter,  to  be  announced 
in  the  near  future,  is  also  provided. 

DATE:  Comments  on  or  before  Febru¬ 
ary  24,  1978. 

ADDRESS;  Comments  should  refer  to 
File  S7-715  and  should  be  submitted  in 
triplicate  to  George  A.  Fitzsimmons,  Sec¬ 
retary,  Securities  and  Exchange  Comis¬ 
sion,  500  North  Capitol  Street,  Washing¬ 
ton,  D.C.  20549.  All  comments  will  be 
available  for  public  inspection.  Com¬ 
ments  previously  filed  in  these  rulemak¬ 


ing  proceedings  and  with  the  FASB  in 
its  proceedings  leading  to  the  issuance 
of  Statement  No.  19  are  available  for 
public  inspection  and  commentators 
may  incorporate  their  previous  com¬ 
ments  by  reference  in  submissions  in 
response  to  this  release. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Richard  C.  Adkerson,  Office  of  the 

Chief  Accountant,  Securities  and  Ex¬ 
change  Commission,  500  North  Capitol 

Street,  Washington,  D.C.  20549,  202- 

755-1671. 

SUPPLEMENTAL  INFORMATION:  In 
Release  No.  33-5877  (42  FR  57661),  the 
Commission  described  its  longstanding 
concern  about  the  diversity  in  the  ac¬ 
counting  and  financial  reporting  prac¬ 
tices  followed  by  companies  engaged  in 
the  oil  and  gas  producing  industry,  and 
traced  the  history  of  a  number  of  past 
undertakings  by  the  Commission,  the 
accounting  profession,  and  the  industry 
to  address  this  issue.  The  lack  of  reli¬ 
able  financial  and  related  operating  data 
caused  the  Congress  in  1975  to  enact 
provisions  in  the  EPCA  w'hich  mandate 
the  development  of  accounting  practices 
to  be  followed  by  oil  and  gas  producers 
for  purposes  of  developing  a  reliable  en¬ 
ergy  data  base  pertaining  to  the  produc¬ 
tion  of  oil  and  gas. 

In  October,  1975,  the  FASB  added  to  its 
technical  agenda  a  project  entitled  “Fi¬ 
nancial  Accounting  and  Reporting  in  the 
Extractive  Industries.”  In  accordance 
with  its  customary  procedures,  the  FASB 
appointed  a  task  force  to  advise  it  in 
preparing  a  Discussion  Memorandum,  a 
neutral  document  analyzing  issues  re¬ 
lated  to  the  project.  The  Discussion 
Memorandum,  issued  in  December,  1976, 
provided  the  basis  for  the  FASB’s  solici¬ 
tation  of  written  comments  on  the  issues 
under  consideration,  and  for  related  pub¬ 
lic  hearings  conducted  on  March  30  and 
31  and  April  1  and  4,  1977.  The  FASB 
received  140  written  submissions  and 
heard  39  oral  presentations  at  the  public 
hearings  in  response  to  the  Discussion 
Memorandum.  The  Commission  issued 
Release  No.  33-5801  (42  FR  8237)  in  Jan¬ 
uary,  1977,  calling  attention  to  the  pub¬ 
lication  of  the  FASB  Discussion  Memo¬ 
randum  and  encouraging  interested  per¬ 
sons  to  comment  on  the  issues  presented 
and  to  participate  in  the  FASB’s  pro¬ 
ceedings.  The  written  submissions  in  re¬ 
sponse  to  the  FASB  Discussion  Memo¬ 
randum  and  a  transcript  of  the  FASB’s 
public  hearings  have  been  made  part  of 
File  S7-715. 

In  June,  1977,  the  Commission  issued 
Release  No.  33-5837  (42  FR  33135)  to 
solicit  comments  on  matters  relating  to 
the  reporting  of  financial  and  operating 
data  on  oil  and  gas  operations  pursuant 
to  the  EPCA  and  also  relating  to  the 
disclosure  of  data  of  this  nature  in  filings 
pursuant  to  the  Federal  securities  laws. 
The  public  file  for  that  release.  Pile  S7- 
708,  has  been  made  a  part  of  Pile  S7-715. 

On  July  15,  1977,  the  FASB  solicited 
public  comment  on  an  Exposure  Draft 
of  a  proposed  Statement  on  “Financial 


Accounting  and  Reporting  by  Oil  and 
Gas  Producing. Companies.”  In  the  Ex¬ 
posure  Draft,  the  FASB  proposed  that  oil 
and  gas  producing  companies  should  fol¬ 
low  a  form  of  the  successful  efforts 
method  of  accoimting  and  that,  among 
other  things,  companies  should  disclose 
information  on  quantities  of  oil  and  gas 
reserves  and  certain  related  financial 
data  in  their  financial  statements.  The 
195  written  submissions  received  by  the 
FASB  in  response  to  its  Exposure  Draft 
have  also  been  made  part  of  File  S7-715. 

In  August,  1977,  the  Commission  pro¬ 
posed  rules  for  public  comment,  pur¬ 
suant  to  the  EPCA  and  to  the  Federal 
securities  laws,  in  Release  No.  33-5861 
(42  PR  44972).  These  proposed  rules 
dealt  only  with  financial  accounting 
measurement  standards  and  did  not 
consider  issues  relating  to  the  disclosure 
of  financial  and  operating  data  in  or 
supplemental  to  financial  statements.  In 
that  release,  the  Commission  noted  that 
the  FASB  was  expected  to  complete  de¬ 
liberations  on  its  Exposure  Draft  and  is¬ 
sue  a  final  statement  prior  to  December 
22,  1977. 

-In  Release  No.  33-5861,  the  Commis¬ 
sion  encouraged  interested  persons  to 
submit  comments  to  the  FASB  in  re¬ 
sponse  to  its  Exposure  Draft.  In  addi¬ 
tion,  the  Commission  solicited  comments 
in  response  to  its  rulemaking  proposals. 

In  October,  1977,  the  Commission  in 
Release  No.  33-5877  (42  FR  57661)  pro¬ 
posed  rules  for  public  comment  which 
supplemented  the  rules  proposed  in  Re¬ 
lease  No.  33-5861  to  provide  for  the  dis¬ 
closure  in  financial  statements  of  cer¬ 
tain  operating  and  financial  data  relat¬ 
ing  to  oil  and  gas  producing  activities. 
The  rules  proposed  in  Release  No.  33- 
5877  were  generally  consistent  with  the 
disclosure  standards  proposed  in  the 
FASB’s  Exposure  Draft,  but  did  provide 
for  the  reporting  of  certain  data  in  addi¬ 
tion  to  those  proposed  by  the  FASB. 
Conies  of  the  submissions  are  available 
for  public  inspection  in  File  S7-715. 

On  December  5,  1977,  the  FASB  issued 
Statement  of  Financial  Accounting 
Standards  No.  19,  “Financial  Accounting 
and  Reporting  by  Oil  and  Gas  Producing 
Companies.”*  Statement  No.  19  affirms 
the  FASB’s  tentative  conclusion  an¬ 
nounced  in  its  July,  1977,  Exposure  Draft 
that  oil  and  gas  producing  companies 
.should  follow  a  form  of  the  successful  ef¬ 
forts  method  of  accounting  for  costs  in¬ 
curred  in  exploring  for  and  developing  oil 
and  gas  reserves.  Although  the  FASB’s 
conclusions  in  Statement  No.  19  gener¬ 
ally  reflect  the  reasoning  set  forth  in  the 
Exposure  Draft,  certain  modifications 
to  the  proposed  statement  were  adopted. 
Statement  No.  19  would  become  effective 
for  financial  statements  for  fiscal  years 
beginning  after  December  15,  1978;  ac¬ 
cordingly,  no  company  is  required  to  ap¬ 
ply  the  standards  reflected  in  Statement 


‘FASB  statement  No.  19  is  available  for 
public  Inspection  in  File  S7-715.  Copies  may 
also  be  obtained  from:  Publications  Depart¬ 
ment,  Financial  Accounting  Standards  Board. 
High  Ridge  Park,  Stamford,  Conn.  06905. 
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No.  19  until  1979.  The  Commission  ex¬ 
pects  to  conclude  its  proceedings  de¬ 
scribed  in  this  release  prior  to  that  time. 

Purposes  of  the  Commission’s 
Proceedings 

Pursuant  to  Section  503  of  the  EPCA, 
the  Commission  is  required  to  afford  in¬ 
terested  persons  an  opportunity  to  sub¬ 
mit  written  comment  with  respect  to 
whether  the  Commission,  in  fulfilling  its 
responsibilities  under  that  Act,  should 
exercise  its  discretion  to  recognize  or 
otherwise  rely  on  accounting  practices 
developed  by  the  PASS  in  lieu  of  pre¬ 
scribing  such  practices  by  rule.  The  Com¬ 
mission  hereby  solicits  written  comments 
on  this  issue. 

The  accounting  practices  were  to  be 
develoi>ed  no  later  than  December  22, 
1977,  24  months  after  enactment  of  the 
EPCA;  however,  pursuant  to  Section  503, 
the  Commission  is  authorized  to  extend 
this  24-month  period  to  allow  for  a 
meaningful  comment  period  with  respect 
to  the  determination  of  whether  to  rely’ 
on  the  PASB’s  standards  as  described  in 
the  preceding  paragraph.  The  Commis¬ 
sion  hereby  extends  the  24-month  period 
to  provide  sufficient  time  for  such  deter¬ 
mination.  In  addition,  the  Commission, 
because  of  the  importance  of  this  matter 
and  in  response  to  a  number  of  requests, 
has  decided  to  hold  public  hearings. 

The  objective  of  soliciting  written 
comments  and  conducting  public  hear¬ 
ings  is  to  determine  whether  the  Com¬ 
mission  should  adopt,  with  any  appropri¬ 
ate  revisions,  the  rules  proposed  in  Re¬ 
lease  Nos.  33-5861  and  33-5877.  Specifi¬ 
cally,  in  light  of  the  issuance  of  FASB 
Statement  No.  19,  these  proceedings  are 
expected  to  provide  information  to  the 
Commission  concerning  the  following 
questions: 

1.  What  are  the  most  appropriate  fi¬ 
nancial  accounting  and  reporting  stand¬ 
ards  for  oil  and  gas  producing  activities 
for  purposes  of  reporting  to  the  DOE 
pursuant  to  the  EPCA? 

2.  What  are  the  most  appropriate  such 
standards  for  purposes  of  the  prepara¬ 
tion  of  financial  statements  to  be  in¬ 
cluded  in  filings  with  the  Commission 
under  the  Federal  securities  laws? 

Reporting  to  the  Department  of  Energy 

One  of  the  purposes  of  the  EPCA,  as 
stated  in  Section  2  of  the  Act,  is  “*  *  *  to 
provide  a  means  for  verification  of  en¬ 
ergy  data  to  assure  the  reliability  of  en¬ 
ergy  data.”  The  accounting  practices  to 
be  developed  pursuant  to  the  EPCA  are 
''<f)or  purposes  of  developing  a  reliable 
energy  data  base  related  to  the  produc¬ 
tion  of  crude  oil  and  natural  gas.”  Such 
accounting  practices  must,  to  the  great¬ 
est  extent  practicable,  permit  the  com¬ 
pilation  of  an  energy  data  base  consist¬ 
ing  of  financial  and  operating  data  to 
facilitate  an  evaluation  of  financial  ef¬ 
fort  and  result  and  to  facilitate  correla¬ 
tion  of  financial  information  with  oil  and 
gas  reserves  and  operating  statistic-!. 

The  Commission  has  previously  indi¬ 
cated  that  it  considers  its  resoonsibilities 
under  the  EPCA  to  be  divided  between- 
two  related  areas;  (1)  financial  report¬ 
ing  standards  applicable  to  financial 


statements  of  entities  involved  in  oil 
and  gas  production  and  (2)  accounting 
practices  necessary  for  oil  and  gas  pro¬ 
ducers  to  report  the  financial  and  oper¬ 
ating  data  required  by  the  EPCA  to  the 
DOE  (see  Release  Nos.  33-5837  and  33- 
5877).  DOE  is  developing  a  petroleum 
company  financial  reporting  system 
which  will  require  the  filing  of  financial 
statements  and  other  data  with  DOE. 
The  accounting  practices  developed  pur¬ 
suant  to  the  EPCA  will  govern  the  prep¬ 
aration  of  financial  statements  included 
in  such  filings. 

Based  on  the  provisions  of  the  EPCA 
and  on  the  intent  of  the  DOE  to  collect 
financial  statement  data  from  oil  and 
gas  producers,  the  Commission  requests 
comments  on  whether  the  financial  ac¬ 
counting  and  reporting  standards  pro¬ 
mulgated  by  the  FASB  in  Statement  No. 
19,  or  some  other  alternative  standards, 
are  appropriate  for  purposes  of  reporting 
to  the  DOE. 

Reporting  Under  the  Federal 
Securities  Laws 

Under  the  Federal  securities  laws,  the 
Commission  has  the  responsibility  and 
is  given  broad  authority  to  prescribe  ac- 
coimting  practices  to  be  applied  in  the 
preparation  and  presentation  of  finan¬ 
cial  statements  and  other  financial  data 
to  be  included  in  filings  with  the  Com¬ 
mission  pursuant  to  such  laws.  In  1938, 
the  Commission,  in  Accounting  Series 
Release  (“ASR”)  No.  4  (11  FR  10913), 
stated  its  administrative  policy  with  re¬ 
spect  to  financial  statements  included 
in  these  filings.  ASR  No.  4  provides  that 
the  Commission  would  presume  that  fi¬ 
nancial  statements  which  were  prepared 
in  accordance  with  accounting  princi¬ 
ples  for  which  there  was  no  substantial 
authoritative  support  were  misleading 
notwithstanding  disclosure  of  those 
principles.  If  there  was  a  difference  of 
view  with  the  Commission,  the  Commis¬ 
sion  would  accept  disclosure  in  lieu  of  a 
change  in  the  financial  statements  only 
when  there  was  substantial  authorita¬ 
tive  support  for  the  proposed  accounting 
principle  and  the  Commission  had  not 
expressed  a  contrary  view  in  an  official 
release.  Thus,  rather  than  exercise  its 
extensive  authority  to  adopt  specific  ac¬ 
counting  principles  and  methods,  the 
Commission  elected,  in  large  part,  to  ac¬ 
cept,  in  the  first  instance,  principles 
which  already  had  substantial  prece¬ 
dent — accounting  principles  which  were 
generally  accepted  in  the  private  sector. 

The  FASB  was  created  in  1973  as  the 
first  independent,  full-time  body  desig¬ 
nated  by  the  accounting  profession  to 
formulate  and  issue  financial  accounting 
and  reporting  standards.  Previously,  ac¬ 
counting  principles  were  established  by 
standard-setting  bodies  within  the 
American  Institute  of  Certified  Public 
Accountants. 

With  the  establishment  of  the  FASB, 
which  it  had  supported,  the  Commission 
believed  that  it  was  appropriate  to  re¬ 
affirm  publicly  its  policy  of  looking,  in 
the  first  instance,  to  the  private  sector 
to  establish  generally  accepted  account¬ 
ing  principles.  On  December  20,  1973, 
therefore,  the  Commission  issued  ASR 


150  (39  PR  1260),  in  which  it  reaffirmed 
its  policy  of  relying,  in  the  first  instance, 
on  the  private  sector  for  the  establish¬ 
ment  of  accounting  principles,  and  rec¬ 
ognized  that  the  FASB  was  the  entity 
designated  by  the  private  sector  to  have 
that  responsibility.  That  release  states 
in  part; 

Fqf  purposes  of  this  policy,  principles, 
standards  and  practices  promulgated  by  the 
FASB  in  its  Statements  and  Interpretations 
(footnote  omitted)  will  be  considered  by  the 
Commission  as  having  substantial  authori¬ 
tative  support,  and  those  contrary  to  such 
FASB  promulgations  will  be  considered 
(footnote  omitted)  to  have  no  such  support. 

The  Commission’s  policy  recognizes 
that  the  FASB  operates  to  establish  ac¬ 
counting  standards,  but  it  does  not  in¬ 
volve  a  delegation  of  the  Commission’s 
substantive  rulemaking  authority  to  the 
FASB.  In  all  cases,  the  Commission  may 
issue  rules  on  accoimting  matters  which 
would  govern  the  preparation  and 
presentation  of  financial  statements  in¬ 
cluded  in  filings  by  registrants  under 
the  Federal  securities  laws. 

In  light  of  the  Commission’s  pro¬ 
ceedings  under  the  EPCA  and  the  is¬ 
suance  of  Statement  No.  19  by  the 
FASB,  the  Commission  is  also  soliciting 
comments  on  whether  the  financial  ac¬ 
counting  and  reporting  standards  re¬ 
flected  in  FASB  Statement  No.  19,  or 
alternative  standards,  are  appropriate 
for  purposes  of  preparing  financial 
statements  to  be  included  in  filings 
under  the  Federal  securities  laws  by 
registrants  engaged  in  oil  and  gas 
producing  activities. 

Economic  Impact  of  Establishing  an  Oil 
AND  Gas  Accounting  Standard 

It  has  been  asserted  by  some  com¬ 
mentators  that  the  adoption  of  the  suc¬ 
cessful  efforts  method  of  accounting,  as 
required  by  FASB  Statement  No.  19, 
would  have  a  substantial  adverse 
economic  impact.  Companies  which 
presently  follow  the  full  cost  method 
of  accounting  would,  if  required  to  apply 
the  successful  efforts  method,  report 
lower  shareholders’  equity  and,  in  many 
cases,  lower  and  more  volatile  earnings. 
A  number  of  commentators  have  con¬ 
tended  that  such  reporting  would  not 
reflect  the  economics  Of  companies’  op¬ 
erations  and  would  hamper  their  ability 
to  raise  capital  to  finance  their  opera¬ 
tions. 

Adverse  economic  consequences  which 
have  been  mentioned  or  discussed  by 
those  commentators  include  the  follow¬ 
ing: 

1.  New  competitors  will  be  discour¬ 
aged  and,  in  some  cases,  prevented  from 
undertaking  oil  and  gas  exploration  ac¬ 
tivities: 

2.  Presently  successful  independent 
exploration  companies  will  face  a  bar¬ 
rier  to  an  expansion  of  their  opera¬ 
tions  and  will  be  encouraged  to  reduce 
the  scope  or  alter  the  nature  or  tim¬ 
ing  of  their  existing  exploration  pro¬ 
grams: 

3.  As  a  result  of  these  factors,.an  in¬ 
creased  concentration  will  occur  in  the 
oil  and  gas  industry,  where  serious  ques- 


FEDERAL  REGISTER,  VOL.  43,  NO.  2— WEDNESDAY,  JANUARY  4,  1978 


880 


PROPOSED  RULES 


lions  have  already  been  raised  about  the 
extent  of  competition;  and 
4.  Exploration  for  oil  and  gas.  partic¬ 
ularly  domestic  exploration,  will  be  re¬ 
duced  because  of  decreased  availability 
of  capital  for  many  of  the  smaller  inde¬ 
pendent  companies  which  now  follow  full 
cost  accoimting  and  which  conduct  sub¬ 
stantial  exploration  programs. 

Some  of  those  commentators  advocat¬ 
ing  this  view  have  contended  that  the 
solution  lies  in  permitting  companies  to 
continue  to  use  either  of  the  accepted 
accounting  methods — full  cost  or  suc¬ 
cessful  efforts — for  financial  reporting  to 
investors  and  to  provide  separately  the 
uniform  information  needed  by  the  DOE 
to  compile  a  national  energy  data  base. 

Other  commentators  have  emphasized, 
however,  that  an  important  goal  of  ac¬ 
counting  should  be  the  reporting  of  data 
that  are  imiform  to  the  extent  practica¬ 
ble  so  that  comparisons  of  companies’ 
financial  statements  are  facilitated.  For 
example,  an  analyst  group  in  a  submis¬ 
sion  to  the  FASB  stated  that  “  *  *  •  the 
multiplicity  of  accounting  methods  em¬ 
ployed  by  companies  w'hich  operate  in 
(the  extractive)  industries  works  a  ser¬ 
ious  hardship  on  investors.  Given  cur¬ 
rent  standards  of  accounting  and  dis¬ 
closure,  it  is  virtually  impossible  to  make 
meaningful  comparisons  of  the  financial 
position  or  operating  results  of  these 
companies.” 

This  position  was  also  reflected  in  the 
November,  1977,  report  of  the  Subcom¬ 
mittee  on  Reports,  Accounting  and  Man¬ 
agement  of  the  Senate  Committee  on 
Governmental  Affairs.  That  report  indi¬ 
cated  that  “(t)he  subcommittee  strongly 
believes  that  the  clarity  and  comparabil¬ 
ity  of  corporate  financial  statements  will 
be  substantially  improved  if  imiform  ac¬ 
counting  standards  are  used  to  report 
the  same  type  of  business  transactions.” 

As  discussed  above,  a  number  of  com¬ 
mentators  have  expressed  the  view  that 
many  companies  which  now  follow  the 
full  cost  accounting  method  would  have 
difficulties  in  raising  capital  if  they  were 
required  to  adopt  successful  efforts  ac¬ 
counting.  This  view  involves  the  gen¬ 
eral  issue  of  the  relationship  between 
reported  financial  data  and  the  market 
prices  of  companies’  securities,  an  issue 
which  has  been  the  subject  of  a  number 
of  research  studies  in  recent  years.  The 
FASB  discussed  these  studies  in  State¬ 
ment  No.  19,  and  quoted  Stanford  Uni¬ 
versity  Professor  William  H.  Beaver  from 
a  1973  summary  of  the  findings  of  these 
research  studies.  Professor  Beaver  stated 
that  •  •  the  formal  research  in 
this  area  is  remarkably  consistent  in 
finding  that  the  market,  at  least  as  mani¬ 
fested  in  the  way  in  which  security 
prices  react,  is  quite  sophisticated  in 
dealing  with  financial  statement  data.”  = 
The  FASB  acknowledged  that  not  all 
empirical  evidence  supports  the  view 
that  the  securities  markets  are  entire^ 
'  able  to  take  into  account  the  differences 
in  accounting  methods  used  by  different 


:  Beaver,  William  H.,  "What  Should  Be  the 
FASB's  Objectives?”,  The  Journal  of  Ac¬ 
countancy,  August  1973,  pp.  49-56. 


companies.  However,  it  stated  that  re¬ 
search  undertaken  at  the  Board’s  re¬ 
quest  to  examine  the  effect  of  its  Expo¬ 
sure  Draft  on  the  market  prices  of  the 
common  stock  of  certain  companies 
“corroborates  that  the  securities  mar¬ 
kets  are  generally  able  to  assimilate  fi¬ 
nancial  information  and  to  understand 
the  underlying  economics  of  the  oil  and 
gas  exploration  and  production  indus¬ 
try.” 

The  FASB  concluded  that  the  argu¬ 
ments  advanced  in  its  proceedings  that 
companies  will  be  prevented  from  rais¬ 
ing  capital  as  a  result  of  applying  the 
successful  efforts  method  of  accounting 
were  not  persuasive.  The  FASB  stated 
in  Statement  No.  19: 

In  a  free  enterprise  economy  In  which 
capital  Is  allocated  among  enterprises  largely 
on  the  basis  of  Individual  Investors’  decisions. 

If  a  company  is  an  economically  successful 
enterprise.  It  will  continue  to  attract  capital. 
Its  financial  statements  should  provide  thoss 
who  supply  capital  with  information  that 
assists  them  In  determining  whether  the  ex¬ 
pected  returns  on  that  capital  are  commen¬ 
surate  with  the  risks  involved.  In  the  Board's 
judgment,  financial  statements  that  are  pre¬ 
pared  in  conformity  with  the  provisions  of 
this  Statement  will  provide  Investors  and 
creditors  with  that  type  of  information.  Many 
small  oil  and  gas  producing  companies  use 
the  successful  efforts  method,  not  full  cost¬ 
ing;  have  done  so  for  many  years;  and  have 
generally  been  able  to  obtain  capital  to 
finance  their  exploration  activities.* 

With  regard  spiecifically  to  competi¬ 
tion,  the  FASB  stated  its  view  that 
“*  *  •  far  from  inhibiting  competition, 
the  removal  of  one  of  two  significantly 
different  optional  alternative  methods  of 
accoimting  in  similar  situations  will 
facilitate  competition.  The  weight  of  the 
evidence  before  the  Board  is  that  inde- 
I>endent  oil  and  gas  producing  companies 
using  successful  efforts  accounting  do 
compete  successfully  and  conduct  effec¬ 
tive  exploration  and  production  pro¬ 
grams  that  they  are  able  to  finance 
through  a  variety  of  capital  sources.”  ® 
The  FASB  also  stated : 

Any  national  economic  or  policy  goal  that 
Involves  the  use  of  data  reported  In  or  de¬ 
rived  from  financial  statements  can,  in  the 
Board’s  Judgment,  be  best  pursued  if  the 
relevant  financial  statements  are  prepared  on 
a  common  basis,  so  that  leanders.  Investors, 
government  regulators,  and  others  Involved 
directly  or  Indirectly  In  allocating  capital  can 
analyze  and  reach  Informed  decisions  on  the 
basis  of  consistent  and  comparable  financial 
data.  To  the  extent  that  furtherance  of  com¬ 
petition  In  oil  and  gas  exploration  and  pro¬ 
duction  and  the  availability  of  Increased  cap¬ 
ital  resources  to  finance  those  efforts  are  per¬ 
ceived  as  national  economic  or  policy  goals 
and  In  the  Interest  of  the  general  public, 
those  goals  can  best  be  fostered — and  the 
likelihood  of  their  attainment  substantially 
increased — if  all  competitors  disclose  finan¬ 
cial  data  in  a  marketplace  free  from  the  bur¬ 
dens  of  Inconsistency,  noncomparability,  and 
misunderstanding,  a  marketplace  In  which 
risks  and  rewards  are  reported  as  objectively 
and  as  evenhandedly  as  possible.* 


»FASB  Statement  No.  19,  pars.  169-171. 
*FASB  Statement  No.  19,  par.  158. 

=  Ibid,  par.  174. 

•  Ibid.,  par.  172. 


In  Release  No.  33-5861,  the  Commis¬ 
sion  indicated  that  it  had  reviewed  the 
submissions  to  the  FASB  concerning  the 
potential  impact  on  competition  result¬ 
ing  from  the  proposed  selection  of  a 
method  of  accounting  and  solicited  addi¬ 
tional  comments  on  this  matter.  Com¬ 
ments  were  again  solicited  in  Release 
No.  33-5877. 

A  number  of  comments  received  in  re¬ 
sponse  to  these  releases  and  by  the  FASB 
presented  views,  as  discussed  above,  on 
the  related  issues  of  the  impact  on  com¬ 
petition  in  the  oil  and  gas  producing  in¬ 
dustry  and  on  the  level  of  domestic  ex¬ 
ploration  for  oil  and  gas  which  would 
result  from  requiring  the  use  of  the  suc¬ 
cessful  efforts  method  of  accounting.  The 
Commission  solicits  additional  comments 
on  this  matter.  Commentators  are  en¬ 
couraged  to  address  the  views  previously 
presented  by  other  commentators  in  pre¬ 
vious  submissions  to  the  Commission  and 
to  the  FASB  and  the  position  expressed 
by  the  FASB  in  its  Statement  No.  19. 

Comments  are.  also  solicited  on  other 
issues,  if  any,  relating  to  the  impact  on 
competition  which  might  result  from 
adoption  of  the  Commission’s  proposed 
rules,  with  any  appropriate  revisions,  ap¬ 
pearing  in  Release  Nos.  33-5861  and  33- 
5877. 

Rulemaking  Under  the  EPCA 

Section  503(b)(2)  states  that  the 
Commission  shall — 

•  •  •  have  authority  to  prescribe  rules  ap¬ 
plicable  to  persons  engaged  in  the  production 
of  crude  oil  or  natural  gas,  or  make  effective 
by  recognition,  or  by  other  appropriate 
means  indicating  a  determination  to  rely  on, 
accounting  practices  developed  by  the  Fi¬ 
nancial  Accounting  Standards  Board,  if  the 
Securities  and  Exchange  Commission  is  as¬ 
sured  that  such  practice  will  be  observed  by 
persons  engaged  in  the  production  of  crude 
oil  or  natural  gas  to  the  same  extent  as  would 
result  if  the  Securities  and  Exchange  Com¬ 
mission  had  prescribed  such  practices  by  rule. 

This  provision  was  in  recognition  of 
the  relationship  between  the  FASB  and 
the  Commission  in  developing  account¬ 
ing  standards  applicable  to  financial 
statements  included  in  filings  under  the 
Federal  securities  laws.  Such  financial 
statements  are  required  to  be  accom¬ 
panied  by  an  auditors’  report  issued  by 
an  independent  public  accountant  con¬ 
forming  with  Article  2  of  Regulation 
S-X  (17  CFR  210.2-01  to  2-05) .  This  re¬ 
quirement,  together  with  the  ethical 
standards  of  the  independent  public  ac¬ 
counting  profession,  assures  that  finan¬ 
cial  statements  filed  with  the  Commis¬ 
sion  conform  with  standards  issued  by 
the  FASB.  absent  Commission  rules  cov¬ 
ering  particular  matters. 

This  mechanism  will  not  be  available 
to  ensure  that  the  FASB’s  standards  will 
be  observed  with  respect  to  financial 
statements  filed  with  the  DOE.  Even  if 
the  Commission  concludes  as  a  result  of 
these  deliberations  to  support  FASB 
Statement  No.  19,  it  may  nevertheless  be 
reauired  to  adopt  rules  governing  finan¬ 
cial  data  to  be  filed  with  DOE  pursuant 
to  the  Commission’s  authority  under  the 
EPCA. 
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Comments  are  solicited  on  this  ques¬ 
tion  as  well. 

Staff  Accounting  Bulletin  No.  16 

On  September  1,  1977,  the  staff  of  the 
Commission  issued  an  interpretive  re¬ 
lease,  Staff  Accounting  Bulletin  (“SAB”) 
No.  16  (42  FR  44983),  which  described 
the  staff’s  view  of  appropriate  disclosure 
by  registrants  relating  to  the  issuance 
of  the  July  15,  1977,  PASB  Exposure 
Draft.  In  SAB  No.  16,  the  Commission’s 
staff  indicated  that  registrants  whose 
financial  statements  would  be  substan¬ 
tially  changed  if  the  FASB’s  proposals 
were  required  to  be  applied  should  dis¬ 
close  certain  information  about  the 
relationship  between  their  existing  ac¬ 
counting  policies  and  the  FASB’s  pro¬ 
posal.  Such  disclosures,  according  to 
SAB  No.  16,  should  include  an  indica¬ 
tion  of  the  general  magnitude  of  the  po¬ 
tential  impact  on  earnings  and  share¬ 
holders’  equity  and  a  discussion  of  any 
significant  implications  that  adoption  of 
the  FASB’s  proposed  standards  might 
have  concerning  the  registrant’s  divi¬ 
dend  policy  and  its  ability  to  comply 
with  covenants  in  its  debt  or  other 
agreements. 

The  view  of  the  Commission’s  staff  on 
appropriate  disclosure  in  this  instance 
was  published  in  response  to  requests  for 
guidance  by  interested  persons.  The  staff 
has  indicated  that  its  action  is  based  on 
the  fact  that  the  authoritative  body  re¬ 
sponsible  for  establishing  financial  ac¬ 
counting  standards  in  the  private  sector 
reached  conclusions  after  extended  de¬ 
liberations  on  the  appropriate  account¬ 
ing  standards  in  this  area.  The  staff 
noted  that  the  quantitative  disclosures 
discussed  in  SAB  No,  16  need  not  be  pre¬ 
sented  in  precise  amounts,  but  rather  in 
terms  of  broad  ranges,  percentages  or 
otherwise,  if  desired,  and  that  the  at¬ 
tendant  circumstances  involved  in  this 
matter,  including  the  Commission’s 
proceedings,  may  be  discussed  in  what¬ 
ever  manner  registrants  consider 
appropriate.  — 

In  the  staff’s  view,  the  varying  impact 
of  applying  the  FASB’s  standards  on  dif¬ 


ferent  companies  requires  that  the  dis¬ 
closure  provide  some  indication  of  the 
magnitude  of  the  potential  impact  on  the 
financial  statements  of  individual  reg¬ 
istrants.  'The  staff  believes  that  these  dis¬ 
closures  are  required  so  that  investors 
are  informed  of  all  pertinent  informa¬ 
tion  relating  to  the  current  considera¬ 
tions  involving  oil  and  gas  accounting. 
Thus,  the  staff  has  concluded  that  com¬ 
munication  of  the  impact  of  the  FASB’s 
determinations  together  with  a  discus¬ 
sion  of  the  uncertainty  of  the  outcome 
of  the  Commission’s  deliberations  will 
assist  investors  in  assessing  the  signifi¬ 
cance  of  these  matters. 

The  statements  in  Staff  Accounting 
Bulletins  are  not  rules  or  interpretations 
of  the  Commission,  nor  are  they  pub¬ 
lished  as  bearing  the  Commission’s  ap¬ 
proval:  they  represent  interpretations 
and  practices  followed  by  the  Division  of 
Corporation  Finance  and  the  Office  of 
the  Chief  Accountant  in  administering 
the  disclosure  requirements  of  the  Fed¬ 
eral  securities  laws.  While  the  Commis¬ 
sion  takes  no  view  on  the  ultimate  out¬ 
come  of  the  issues  presently  pending  be¬ 
fore  it,  the  staff’s  belief  that  investors 
should  be  informed  of  the  FASB’s  deter¬ 
minations  in  Statement  No.  19,  in  con¬ 
nection  with  their  reviews  of  finandial 
statements  of  oil  and  gas  producing  com¬ 
panies  which  would  be  substantially  af¬ 
fected  by  application  of  those  determina¬ 
tions,  appears  reasonable  notwithstand¬ 
ing  the  contingencies  described  in  this 
release. 

In  expressing  these  views,  the  Com¬ 
mission  reaches  no  conclusions  with  re¬ 
spect  to  either  the  substantive  merits  of 
the  actions  taken  by  the  FASB  or  the 
issues  upon  which  the  Commission  seeks 
public  comment  and  intends  to  hold  pub¬ 
lic  hearings.  Moreover,  not  only  will  the 
disclo.sures  suggested  by  SAB  No.  16  en¬ 
able  investors  to  assess  the  significance 
of  FASB  Statement  No.  19  on  the  finan¬ 
cial  statements  of  oil  and  gas  producing 
companies,  they  may  also  provide  infor¬ 
mation  which  could  be  useful  in  connec¬ 
tion  with  the  resolution  of  the  issues 
which  are  now  before  the  Commission. 


Administrative  Matters 

WRITTEN  COMMENTS 

Public  File  S7-715  for  these  delibera¬ 
tions  will  contain  all  submissions  and 
other  related  data  pertaining  to  previous 
Commission  releases  on  this  project  (Re¬ 
lease  Nos.  33-5801  (42  FR  8237),  33- 
5837  (42  FR  33135),  33-5861  (42  FR 
44972),  and  33-5877  (42  FR  57661)).  In 
addition,  written  submissions  to  the 
FASB  and  transcripts  of  oral  presenta¬ 
tions  at  the  public  hearing  conducted  by 
the  FASB  during  the  course  of  its  delib¬ 
erations  leading  to  the  issuance  of  State¬ 
ment  No.  19  have  been  made  part  of  Pub¬ 
lic  File  S7-715.  In  providing  comments  in 
response  to  this  release,  interested  per¬ 
sons  may  assume  that  the  Commission 
has  available  ail  previous  submissions  to 
'the  FASB  and  the  Commission  on  this 
issue. 

PUBLIC  HEARINGS 

A  formal  announcement  of  the  public 
hearings  discussed  previously  will  be  is¬ 
sued  by  the  Commission  in  a  separate 
release'.'  Tentatively,  the  Commission 
plans  to  conduct  the  hearings  beginning 
approximately  March  27,  1978,  in  Wash¬ 
ington,  D.C.,  and  Houston,  Tex. 

To  assist  the  Commission  in  schedul¬ 
ing  these  hearings,  the  Commission  re¬ 
quests  that  persons  desiring  to  make  oral 
presentations  at  one  of  these  locations 
contact  by  January  13,  1978; 

Richard  C.  Adkerson,  Office  of  the  Chief 

Accountant,  Securities  and  Exchange  Com¬ 
mission,  500  North  Capitol  Street  NW., 

Washington,  D.C.  20549,  202-755-1671. 

The  Commission  expects  to  include  in 
its  formal  notice  of  public  hearings  a  re¬ 
quirement  that  participating  persons 
submit  any  prepared  testimony  to  be 
presented  at  the  hearings  by  February 
24,  1978. 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

December  22,  1977. 
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